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borvay is a lewy country with a scattered poo .ation ity rugpe:
serrain wnd elinate ond great communieations and tiv 1sport - on .roble:
“he peoule have strong local sttachnents and in muny resie ;5 tie natis
x5 only recently an entity. Lven today it is remoic frou o3 and

osulk of its commerce and transport is over water., | veed f five cen
wrdes o forelgn rule Norway is a now eountry jouic 1s of iwepend
coee and with anti-colonial symostbies. Its views ¢ e gen 117 volee.

ta idealistic, moral wnd ideslogleal terms. The Lul v ¥ar  has been -
souer for 25 years and there 1s no veal indieation & chan

although a penber of NalO, assoeiated with el *tg ¢¢ -hitair kKuro
wean econonde integration and gensvrally orvientod ton wd th - es:, Horw
veenpler a somewhan sieeial gosition between Bast ar | vest busel large’

upon ey proxlmity to the USSit, the limitations oa bor LY carileipats o

s and

g @
fate
w

ver long-tine soeiulist majority and the spesiul idd Jogie
cymozthios chevueterized by historie neutrelity aod aeify -

= NOTWay continues to attuch great ismsod pee t ze T
and favors use of the U as an instrazentulity ¥ for 1in .
variaty of inisrastionul issues,

-~ In resoonse to doviet objections to Ly wy's
salley, Worwsy juve the UsSh assurances that host y wou
be usod as a basc {or avgressive actlon aguinst the U
that foreign trouis would be stutioned in jora - only
everd of war or threut of imminent war (base « jcoyl,

- liorwmy bus deelined to conslder the is¢ roova g of
atovle wveapons into Lorweri.n defense urineln.)
desire to wvoiid uction whieh the Us3i eould rog

in the conduet ¢f their uffuirs liorwegians g
in the nearness of soviet power, but Soviet offor
fenerally sucesed only in pusting Norusglan baeks
rorueglars ure wnxicus to be consulted by their a
thedr suiport of Western rositlons taken for grentcc

.u.iﬂ‘g-.
8 ahwl
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sorveglans attach great importance to the reduc ion of Last-iWest
gensions and to measures which will lessen the chane s of ¢n Fust-lest
confliet., Judgient of and confidence in U. . leade ship ere highly
dependent on the extent to which U. S. polieles and  ztion: are rogarded
45 contributing teo or detracting from the achievemen of ¢! is objective.
Thus, ths lorvegian outlook focusses primarily on th many .o Giverse
sspeets of the juestion of armaments as thoy enter i1 o Zac i ject relu-
tions (disarmament, nuclear testing, disengagement, oeatic: ¢ contro)
of atomic weupons, ete.) and on the continuous and »oulent o ‘orts to
deal with these prcblens by negotlation. The genera confi & we which
the U. S. commands in Lorway is largely the result o +aedr : :Simate of
our handling of these matters: the nore U, d. polic «ad ¢: ors tend
to coincide with lorveglan aspirations the less Soru. 2iang ol o asswr
& neutral or neutrelist posture between fust and es .

1. Selicarity with the lest

Although obviously the attitude of Novusy lone ¢ ot be
determining ir critical decisions on major Last Jos fizee,
it is assuned that Horuay's views will be borue in miri. along
with those of other countries, in assessing the rmriov: wlitical,
diploratie und propaganda consequences of alter e U, yolicles.
Consclentious and forthright consultation is th rost . ortant
single course of action the U, 5, can pursue to .csure e cone
tinusd strength and effectiveness of borweglen olidarit s wizh

b the lcst,
2« DBage rolicy
The U, 5. should not seek to change fHoruay ; base . licy,

unless a demonstrated military need is responsl: iy set - eth,

COWFIDENTL 4L
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any determination that it 1s desirable toobtain a change in
liorvay 's base policy should take into acecount pclitleal us
well as the military factors, should bes the result of a
realistic appraisal clearly foeused on an objective, and
shiould therefore not simply be a “paper poliey.”

3. atople deapons

If; in the light not cnly of the military {uctors ine
volvedp, but of all the foreign poliey usgects, it 1s detor-
rined to be in the national intercest of the U, H. to see:z
the incorporation of atomle weapong into lorwegiun defenseg
tho approasch to the lorweglans should be primarily throush
HaT0 and other military channels. The delicate internal
political situation surrounding this issuve and tite eountore
sreductive result of any strong or organized effort to ocone-
vince Noruay should be taken into account. Dlscreet eff:ris,
houever, should be continued to impress upon Norweglens, both
militury and non-wilituary, the role of modern wennons.

4. China

In the absence of unusual ciroumstances creating =
special case the U, 3¢ should refrsin from seeking liorwe -ian
suprort on those aspects of the issue on which liorwsy ha:
already elearly indicated its disagreement and maintainec

1ts position over a very long perlod of time.

COEFTLLUTY 21,
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The U, 5, should keep Noruay's vievws in nind in any con-

slderation of Snein in LaTCG and recognize that those vie.
are far from surerfieially held, .iny effort to zet Suain
into Lal0 should eommence with a strong and convineing ar
rent setting forth the militury desirability.

. Svalbard (Sadtzborpen)

The U, I, should guietly encourage worway to malnial

, sclentifie exnloration; to keep a constunt surveilllance o
Hussiun activity, and to resist oressure from the USSi ir
tended to foree upon lorway a policy of excludirg all ro.

develoasont in Svalbard,

B UEFSNSE MaTTELS

soruay is a suell country ubich as a U.T0 penmber has hed
dofense role thrust upon it by the fucts of peograshy. Its
e.fectiveness 1s 1snhibited by some factors common to soveral |
countrics (inadejuate defense budget, pressure to reduce alrex
lonpths of service for draftees), and by two solicies shares
silianee only vith Lenuovk (no foreiga bases or troo.s in peix
atorde weszons in the country). Uespite theso linitotions g oot
eooparation vitidn [LT0 and bilaterslly with tho U, 5. has ber
and her contribation to the comwon defense wortindille, Lorua
ponded on the Us 8. to supsly thie major itens needed for defe
side ussistanee will continue tc he necessary if an cdecuate «
to be mainteined since Lorway alone will not be able to purche
ivens of material in any appreclable uantity. The Iorweglon
Hindstry is presently undertaking a three-year defense vroje
b submitted to the Ltorting in 1961 along with other longeras
pisals by the Governwment. Lo major shifts in defense poliay «
are foreseen.

CONFIDLNTIY 1,
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Zogopmended U, S, Fositions
1. D Buderat

The U, 5. should continua to urge, bilaterally and through
Lal0, particularly the annual review proeedure, that iloruay adopt
nore nearly adejuate defense budgets. The U. S. should also work
selectively through sueh devices as cost-sharing construction or
spare parts programs to induce lorway to undertake specifiec new
defense comnitments. llitary assistance should be used most
sparingly if at all as a lever. .

2. JLength of Servige

As pilitury service is essentially an intornal issue, there is
little the U. S, can do. Ye should coneentrate our effort on the
importunce and necessity of adeqﬁétely—-tmined personnel, and this
cun be emphasized in connection with' military assistance. lie can
indirectly encourage the nmaintenunce of at least the present levels
of service and the development of a nrofessional enlisted service.

3. L it : v

The U. 5. should continue to furnish grant aid ejuioment to
the fullest extent permitted by leglslation and available funds,
There will still be substantial shortfalls, which might be met
to sone extent through HaTO ecommon production. The U, 5. should

encourage other NilO members to help meet the Norwegian need.
OLFI DENTYT,
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4. Soare larts
The U, 3, should terminate spare part support generally, in

line with our policy elseuhere, but in recognition of Norway's
speclal position, we should propose to the lorweglans an éffn
setting inorease in other grant ald, provided they agree to
increase their defense budget by a substantial amount to be
devoted to training. This recommendation, in greater detail,
has already been nade to the Departments of Defense and State.

C. BCOLOI

The liorueglun economy 1s comprised of a highly developed and fully
competitive external sector with a donmestie soctor conposcd of less effi-
“cient units of production, cany of which are relatively small, The econ-
omy 1s rurked by a linited supply of natural resources, manpover, capital
and technolosy, the allocation of whileh is strongly influenced by the
Labor government's moderately soeialistie solieios based on the tenets
of private ounership of the pregonderance of the nmozns of nroduction,
strong central poverament control of the domestic econony and frec pluy
of economic foreces in the external sCONONY

The government, with most private enterprise, is endeavering to
proiote balanced economie growth through the officlient utilization of
Horway's . " = ources, particulurly hydroelectrie, and to inmgrove
and rationulize the less officient industries, an effort vwhich is not
without difficulties. _

In the short term, the suceess of government efforts to pronote
efficiency, and consejuently to maintain price stability and competi-
tiveness, will largely devend on the outcose of the general wage and
agriculturual price negotiations in 1961, iiithin the next few years
u deellining current fiseal surulus and a very high level of tuxation
may nake it very difficult for the government to contimue to exand
its investment, narticularly in social overhead ecapital and in atonie
energy research as an eventual substitute for hydroelectric movery wlthe
out diverting resources fron the private sector in such large amounts
as to slow the growth of the economy and inmpeir eonpetitiveness. In

Approved For Release 2005/04/22 : CIA-RDP83-00036R000700060071-0
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the long term, a shift from controlled consum;tion to mass consumption
through the increasingly wide use of consumer credit may lead to a large
growth of consumer demand and to a greater increase in consumption than
in investment, with adverse effects on price stablility and growth. In-
creased forelgn conpetition will aslo reguire extensive readjustments
of production and distribution methods as Lorway's markets become in-
ereasingly more accessible to its EFTa partners. Finally, Lorway's
ability to compete in vorld markets may suffer if it cannot adequately
import nev technology since llorway is too small to afford the outlay for
the rejuired level of independent researchs.

The ability of lorway to cope with these problens will be greatly
influenced by its ability to cxport large and increasing amounts of its
roods and services. While a high level of domestic savings, particularly
public savings, has been one key clement in the very hoavy investment of
recent years, infusions of foreign capital and import surpluces financed
nainly by the earnings of liorway's large, modern merchant fleet have been
supplementary factors of critical . lmportance,

Consequently, lorvay's external econouic policies are divected toward
the expansion of its exports of goods and services through frec competi-
tion on the internationsl scens. These.polieies are reflected in lioruay's
nembershly in EFT4, 1ts attruction toward the OUCD, and its opposition to
discrirination and other restrictlons on international transsortation.
iiorway 's efforts thus to move toward free trade, freedon of international
financiul trunsactions and freedom of coumpetition in international trans-
portaution; organically eloss econorle relationships between the U. 5.
and Hurope; and a solution of the Six-Seven issue have given rise to
the conflicts of views that disturb economic relations between the U. 5,
and [lorvay. Lorway feels strongly on these several issues because, as
pointed out above, its finely balanced sconomy is particularly sensitive
to even minor shifts in external conditions.

ileeo neoe Yo H
1. ZIrade

The U, 4. should continue to press Horway to reduce the
renaining restrictions on inmporte from the U, 5. 1In this effort

hard core industrial items shonld continue to be emphasized,

Approved For Release 2005/04/22 : CIA-RDP83-00036R000700060071-0
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but the U, 5. should also mount a long=-tern effort to induce
floryay to reduce and in tine eliminate u large part of thg
prevalling restrictions on agrieultural Imports. action
should ulso be taken publicly to bﬁng to lorwegian attention
the 'long distance that the U. 5. has moved in the last 25
yours fron its tradltional protectionist nolicles.

Yilthin the range of present U. S. shipping policies, we
siiould seek constantly, but in low key, persuasively to explain
our policies e;nd to mitigate the opposition outeries from
dorweglan shipping interests,

Jerious consideration should be given to undertaking a
greater meusure of cooperation with efforts of iorway and
the other raritine nations to reduce diseriuinatory practices
in shipping. This might take the form of parallel diplomatie
action or the udoption of a posture in internationsl bodies
agailnst flag diseriidnation

3. C n 0

The U, 8. mlght well temporarily postpone its elforts to
induce lorway and its Soshdinaviun partners to agree to our
Bormuda concepts and concentrate on a pragnatie solution, along

some other line such as voluntary measures to incresse the

CONFIDLNTL AL
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Alternatively, there might be concluded
nroportion of primary Justification trafficp/un agreement vhereby -

without reference to prineiple = 5a85 would reduce its rate of
grouth over a period of time, but not freeze its capacity at
1960 levels until primary justification traffic constituted a
larger proportion of total traffic carried, vithin an agreed
range of orders of magnitude.

The U.‘S. might also consider the possiblity of ralsing
the yuestion of the jnterpretation of the capacity clauses in
the International Civil sviation Organization, as Norway suggested
in Movember 1959, Throughout, however, we should seek to mitigate‘
as bost we can the emotional outery against any discussions what-
soover of civil uviaiion questions,

4, Reg 3], ECONOL Coonarat

The U. S. should seriously review the vrossibilities of a
gore Tortheoming position tousrd the Seven and promoting an
organic Six-Seven link. io speelfic courses of action toward
liorway directly, however, seen indicated.

Sirmilarly, the U. S, should econtlnue in raris to
negotiate the compromises of issues on OECD on which the
two countries differ, taking Norweglan desiderata into acocount
to the extent feasible. Mo specific courses present themselves

in relation to direct action vith ilorvay.

COLFIDENTIAL
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Tirway 18 relatively a nev mation having achicved ite independence in
1905 after four centuries of Danish rule and nearly s cemtury of Swel ish
rule, It is & large (1,200 mile long) country lying athwart the Arctic
circls, with a A1fficult climate and rugged terrain and a small (3.5
miliion) scattered population. Comramnications and trensport difficulties
are great. P:pulsation centers are of very recent growth end, in many
social and economic respects, llorway, despite intense nationalism hes
yet to becoms an entity. The iphabitants of fjords and vallays are very
provincisl in relation to the natiom as the pation, in many respects, is
pradneial in relation to the worid. People are highly differentiated as
to lencuage (dialect), conservative in customs and with an intermsely
perochial viev. Although there is a notebls lack of significant issues
between the parties thay attach acule importance to seemingly secandaxy
issues which appavently have great psychological or emotional significance
(e.g:: languags, education, redistricting of towns).

lorway is even today relatively remote fram Eurapo., The bulk of
her intermntiomal trensport and commerce is over water. 5he has a long
history of inclation, pacifiem and neutrelity.

- While the Norwegian econamy has same strong pointe such as shipping
and a linited nwber of industyrice, it 1s gensrally in a precaxrious
siination and dangercusly vulnersble to external factars. Natural
resources, oxcept for wataxpower, axs scenty. Iees than four percemt of
the land is arsble, and the present camparatively high stendard of living
doss not alter the fact that Hozvey is besicelly & poor coumbtry and that
many Norwoglone eke out little better than a subsistance living.

As a gmall power Torway haes strong convictions as to tha importance
of the rule of 1. to ber survival and to the protection of her interests
fren encroachment by great powers. Noxwegien views are generally voiced
in idsalistic maral and ideological terme, strongly beld often even in
the face of inconsistent facts with a tenacity which; particulaerly vhere
mwpenm!mhhemtammvﬂmd, is characteristic of a hardy peasant

Torwvay®s location, climate and terrain have all contriduted to her
treditional intirest inm arctic and antarctic exploration. .Qutside the
nainland Iorway has an antarcetic claim end several territories of strategic
significance: Jan teyen, & small islapd in the liorth Atlantic and Svalbard,
{@tebargen Archipelago), which is also the object of considersble Sovist
interest.

CONFILENTIAL
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4., Totersal Political Situation

The last 25 years have witnesced the rise in Novway of a social
wvelfare ctate vhich in many significant respects is no more redical
than the U.S. but which, despite a penerslly moderate approach, is ‘
arbitrarily regarded, both by its supporters end critics, as soclalism.

The labor Party has been in power since 1935 and now has an
ebgolute majority in Parliement. This mejority is in sam2 ways precarious
because it depends on holding topether a rather wide range of econcmic
groupo (farmers, fishermen, Forestry workers, white collar and industrisl
workers) and differing ideological groups (fram radical socialiasts to
noderate liborals). It also depends om the imeffectivenecs of the non-
socialist oppssition. So far the Lebor Party has succeeded in compromising
differences sufficlently to mollify diesident groups. The Labor Party is
headod by Eilnar GERBARDSEN, who excopt for a short interval, has been .
Prime Minister since World War II. He ig cleayly the doaminant personality
_in Norvegion politice. _

The gereral tendency of all the parties (not including the Commnista
vho have only one seat in Parliarent) ie toward the political center and
emphascis is on  the pragmatic and practical rather than on the ideologiml.
Even 1f the Governmment wore changed there would he no change in foreign
policy and little change in doepstic pelicy.

B. Foreign Policy Attitudes

As o pew country with a relatively recent history of liberation from
foreirm rule, lorway has anti-colonial sympethies. In addition, the
Iabor Porty ie sympathetically disposed to govermmenits conducting new
nocial exporimonts. In sane regpects Norwegians, in the Lebor Party at
leant, consider themselves more nesrly akin to the underdevelopad
countries than to other mations. The Horwegians do not believe that the
doviets are 1ikely to start a gonoral war but instead believe strategle
decloion now depends largely on political end econamie efforts in the
uncanitied areas of the world. .

The Iorweglangs are strongly inclined to favoxr the undendog wherever
he may be found and to cheer revolutions. They sxe inclined also to
ba exceedingly cevere and moral in their Judsment of corruption and to-
talitarian regimes of the #ght. These attitudos stromngly affect their
viows on Alperias, Cuba, China and Spaine.

. Liommmy continues to attach gresat importance to the UN and favors
uge of the Ul og an instreatality and forum in o varicty o interna-
tiomal isouen (e.g.: disarmament, aspistance to underdevelopsd countries,
raintenance of peace, etc.). In the U perticularly, Horway scsetimes

COr :
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regards herself as a go-betwoen between East and West, 2 role she is
in fact in some respects well suited to play, and she is justly proud
of the contributions of Halvard IANGE, Hans ENGEN and others in nego-
tiating acceptable resolutions on & mmber of major issues.

The liorvegian Iabor Party maintains world-wide party-to-party
relations. The labor Party amlso believes iteelf to be in a good position
to maintain special relations with certain countries behind the iron
curtain {e.g.: Poland) and they believe in pramoting a variety of Eapte
Wept relations to maintain contact with the western horitage of certain
of satellites in Europe.

At the conclusion of World War II Norway Joined the UN in the
realization that ehe was dependent on collective security. The failure
of the UN to provide adequate security and the proximity of the USSR
resulted in liorway's beconing a charter merber of NATO..

In responae to Soviet cbjectionn to Norwey's Joining IATO Norway
gave the UBSR assurances that ilorway would never be used as & base for
egpresaive action against the USSR and that foreign twoops would be
stationed in Norway only in the event of war or threat of irminent wvar.
This is known as Norwsy's "base policy.” :

Horway has also heretofore Geclined to comsider the incorporation
of atomic weapons into loxwegian defense. The reasons for this policy
are corplex but, as in the case of the base policy and a nusher of other
oituations involving relations with the USSR, the dssire to avoid action
vhich the (BSR could repard ag provocative is prominent. GSimilarily the
hope of avolding destruction on Nommgisngil in the event of general
var or even, posaibly, avolding any participation at all in a gepersl
var is pregont. (For Erbassy evaluatioms of the atomic weapons policy
sce Erbdes 200, October 10 and Erbdes 259, November 19).

Hoywagians are Jealous of their independence and proud of it. In
the conduct of their policy Norwspisns give dus consideratiom to the
nearnees of Soviet power, but Soviet efforts to intimidate then into
giving further consideration to this factor generally succeed cnly in
putting Norwegiens backs up. By the same token Norweaians are anxious
to be consulted by thwir 1llies and not to have their support of Western
rositione taken for granted by their "big brothers” in NATO.

While the bitter menorics of World War II have becn attenunted by
the passege of time and Horwsy hao accepted the necessity of close
aoqgeratim with Gepmuy (vhich 18 also her most important trade parte
ner) in IATO, anti-German sentiment, distrust of Germany and of
renaccent German military power is still an important factor. This is
particularly/in the left wing of the Lebor Party although the situation

true
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is now somevhat mitigated by the position of Willy BRAIDT in the SDP.
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lorway's special intcrests and points of view are shared in varying
degrees by her londic neighbors: Sweden, Finland, Dermerk and Iceland.
Although these mations, which have highly similar views on gencral political
and secourity matters, werc not successful in foming a defense commnity,
they are clossly associated in a mmber of fields of endeavor which are
coordinated by various lordic govermmental institutions and party contacts.

Tiorway is a merber of UATO, assoclated with efforts to obtain
Buropean economic integration and generally oriemted toward the West.
Norwmy, however, occuples a specisl position between East and West based
largely upon: her proximity to the USGR and the limitations om her NATO
perticipation, her socialist majority with the special ideological views
end sympathics noted above, hor historic neutmlity and pacifism.

C. Eeaction to U.5. Foveipn Poligz

Liorwiglans attach great importance to the reduction of Easte-West
tensions end to measures which will lessen the chances of an EasteWest
conflict. Judgment of and confidence in U.S. leadership are highly de-
pendent on the extent to vhich U.8. policies and actions are regarded as
contributing to or detracting from the achievmnt of this objective.

Thus lorweglen foreign outlook focuees "~732.y on the handling of
the many and diverse aspscts of the question of armoments as they emter
into Emst-Weat relations (disarmament, muclear testing, dieengagement,
location and comtrol of atanic weapoms). In this comnection importance is
elso attached to contimous and patient efforts to deal with these problems
by negotiation end the ewphasis which is placsd on political and economic
rather than on military measures, both in resistance to threatened exten-
sion of Soviet influence (particularly in uncommitted eress) =nd in
developing the NFATO alliance. Inportance 8 also attachod to the basic
ettitude shown to Last-West exchances and other comtects. Nozweglans,
ravticularly in govermment circles, understaend that these problems involve
cuch conplexities as the need for controls and inspection in disarmement,
the importance of a strong military posture ss a foundation for negotia-
tions, and they ave sware of the pitfalls in exchanges, ¢tc. But a
cegmont of the lorweglan public, including some of the most intelligent
end intellectual, vhile accepting in principle the nced for safeguards,
is Btill dieposed to juin appeals broadly oppoeins atamic weepons and
calling for pesceful actioms as if both sides of the Lante-West conflict
vould be mffecicd equally. The U.8., however, is often regarded by
liorwegians oo being unduly militant in the tone of ils reactioms to the
USSR and 08 placing undue emphasis on military measures, or massures of
rilitary essistance, in ite reaction to threats of extension of Soviet
infiuence. U.S. attitudes and actione on the various aspecte of these
roblenms are the principal fectors om which, at eny glven time, the
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state of U.S.-lorwegien relations and of lorwegian confidence in U.8,
leadership depend.
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Ap o smsll power liorway is in most respects a follower rathor than
an initiator. As a member of NATO liorway has loyally supported NATO
positions and the Horwegian Foreign !Minister has succcesfully defended
these positions and won general support for them in the Norwegian Parlia-
ment. llorwey cannot be said to have an independent position on such s
subject as disarmament. If the U.5., and MATO position on disarmament
(and a1l the related subjects) gives the impression that & genuine effort
is being made to move in whet Norwveglans comsider the right directiom,
Horwegians fedl comfortable in their association with the West. It is
the geperal interrclated texture of these subjects ratber than a techneiel
poaition on an individual subject vhich is important. The general confi-
dence vhich we command vg the result of this totsl product vhich determines
the extent to which Norwegian will cophasize (or de-cmphesize) points of
difference with us on specific Eastelest iesues and the closeness of their
asgociation, In sum the more U.S. policy and actions tend to coincide
with lorwegian aspiretions the less Horweglans will tend to assume a
neutyral or neutralist poature betwcen Esst-West., As the Foreign Minister
describes it "the strength of neutralism in lorwey varies in inverse ratio
0 Norway's confidence in the U.S."

lorwmy is well aware that the principal threat to her independence
comes from the Soviet Union and thet NATO is essential to her military
- posture. llorvay is anxicus for the U.B. to put forward policies which
sha can support and to feel that her voice is heard in IATO and other
internagtional councils. On the othex hand Norway expects her allies
rigorously to respect the limitations on her NATO participation. She
came to her present poeition from & long history of meutrality. When
ghe is frustreted with respect to hex expectations ghe tends to revert
to a noxe uncoomitted position betwsen the Eagt and Hest.

There is not presently any crisis in U.S.-Norweglan relations dut
there hag been & gensral dimimtion of confidence which has been particus
larly agerawied by the -2 affeir and the differences between the U.8.
and lorwsy on air transport and shipping matters (see below). The
general level of confidence is also affected by same Horwegisn reserve-
sions ag to our political skill in dealing with the Soviet Union and the
uncopsnitted areas of the world.

D. Current Political Issues

The interrelated texturc and pereral attltudes on Easi-licet issues
are unguestionsbly moet important in determining the atate of UeS.=
Horwaglan relationn. There are, however, several issuss on which

particular lorwvegian views are worth steting sepavetely, and on vhich
a U.B. position can be recoamended.

COUFIDENTIAL
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‘Leadership of the Isbor movement in Noyway ies actively and
militantly oppoeed to any emcivactment by Commnist influence. Moree
over; there is a graat reservoir of friemdship for the U.S. among the
Norwegian people. The Norweglan prees generally is friendly to the U.S,.
though the views which it expresses in part reflect a lomgestanding
tradition of sclidsrity with the Covermment in foreign affairs matters
and does not necessarily accurately reflect the diverse views of the
Fﬂblico : .

Horwvegian friendship for the U.8., the availability of Hore
vegian facilities for MTO military purposes and Norwegian support on
zmost EasteW. st issues is not currently in any doubt nor is there any
eignificant public cpposition. Among Norwegians, however, the degree
of enthusinem for NATO and for U.S. policiss tends to relate at any
given time to the state of vorld temsions, the statusc of the fundamental
end corplex issues between the East and West, sud on the apparent willinge
r2es of the U.8., on the one hend, and of the USSR, on the other, to deal
constructively with these issues (particularly those most closely related
to armaments). Soviet threate and aggresive actions, particuiarly vhen
they are aimed directly at Norway tend to make her stand fiym. On the
cther hand Norway 1e inclined to look for campromises when she thinks
thet the U.8. is either too militant or not sufficlently willing to
ra3gotiate directly with the USSR.

Recommended Poaition:

Although obviously the attitude of lioxway alon: cannot
be determining in critical decislons on major East-ileet
issuse, it is assumed that Norway's views will de barve in
mind, along with those of other countries, in seses:irg the
various political, diplomatic and propeganda coneegierces of
alternate U.S. policies. Conscientions and forthxi ht cone
sultation is the most ifmportent single course of aciicn the
U.8. can pursue to essure the contimued styength anl effec-
tiveness of Norwegian soliderity with the West.

2. Base Palicy

UsE. and TATO military suthorities have indicated i: general
taxme that the inability to station foreign troops in lorway ‘n time
of peace is disadvantegecus to the best military posture. Heever,
taere has been no military pronouncement clearly setiing fort’: in vhat
manner and particularly in what degree Horwegian base policy 8 de«
bilitating. Failing such wilitary evaluation it can only be seumsd
taat military suthoritics do not attach serious Inportance to it. The
Norther Headquarters NATO Cammender (AFNE) has stated thet thore is no
carraent need to station foreism forces in Hoxway.

COOFIDENT IAL,
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liorway®s base policy is firmly entrenched in govermment policy
and is, throsugheat Horway, supperted by the public. Any effort from
outslide to have the policy changed would be directly counterproductive.
The Liorwegian dbase policywis acceplod by the MNATO allies as a political
fact attendant upon lorweglan adhorence to the Alliance.

Raccemoanded Positlon:

The U.S8. should not seek to change llomvay's base policy,
unless & demonstrated militery need is recponsidly ect forth.
Any dstermination that it is desirable to obtain a change in
lorvay's base policy chould take into account political as
vell as the military factors, should be the result of a
realistic appraical clearly focused cn an objective, and
chould therefore not aimply be a "paper policy.”

3. _Atomic Weapons

The Government position on atomic weapons for lorway is
designed by one ratiomle or another to avoid any present decision
squarely inveiving an affirmtive or negative response to the immediate
atomle ayming of Norway. The position of the Labor Party om the other
hand, as incorporated in its 1957 progran and binding upon the Party
until repealed by a national) Party Congress, is that there chall be no
atonic wveapons on Norwegian soil. No political rerty is prepared to
take a position that atomic weapons: ghould, in the presont situationm,
b2 introduced into lorwegian dofense.

The moot prominent argument used to oppoce the stationing of
atomic weapans in Norway is that lovway should not undertalke any action
wihich the USSR would find “provocative” and which would risk involving
6 serious revieion of tir:present relationship of the USSR to Scandinavia
a3 8 vhiole. 7The labor Party leadership has indicated privately that it
would 1ike to have included in the Party progrem, to be approved in the
Spring of 1961 for the Storting term 19G1-65, n move flexible position.
Dovever, as important segments of the Norwegien public are opposed to
atanic weapons generally om pacifi-ist, neutraliet or moral grounda and
are cusceptible to appeals and demonatrations "opposing® such weepons
“unilaterally,® it is increasingly unlikely that there will be any
significant change in the Lebor Party's position. It any evont the
eﬁmmmmammmmmmmmwmhu
any belief on the part of the labor Farty's leaders that ataic weapons
shoald be introduced into Norwegian defense now.

CONPIDENT IAL
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The military view of the relative value or necesgsity of atomic
weapons in larway is most uncleer. liorwegian military officials ave
geverally ir favor but no official pronouncement on the subject has been
made. American and NATO military views are also nixed, particularly
vith the ervrgence of the concepts aesociated with Polaris off-shore
poiential ad the suggesticn of a IATO independent deterrent. Although
same respaniible military officials have declared that atomic wespons

in Horway are highly desirable, smkeslgjmsialsmg rcoponsible political
opinion ho.ds that at least there ghould de no bar to their introduction.
Uhere eiill remains the need for a relative appraisal of the military
need aprint the political reluctance to accept.

lLecamended Position:

If, in the lipht not only of the military factors
iawvoived, but of 2ll the foreign policy aspects, it is
detewingd to be in the natiomal interest of the U.S. to
seek the incorporation of atomic weapons into
defcape the approoch to the Norwegians ghould be primarily
thraugh NATO vmd other militery csunnels. The delicate
intsroal political situation surrounding this issuve end
the: counterproductive result of any strong or crpmized
affort to convince lorway should be taken into account.
D.acreet efforts, however, should be continued to impress
vpon Norwegans, both military anmd non-military, the role
of modern weapongs.

4. China

Horvay recognlzes Commnist Chine and believes it is entitled
to occup; China's seat in the Ui, Conversely, Norway regards the U.S.
refusal oo recognize Chins and 4o seat 1t in the U as a refusal to
accept ‘he plain facts and deal realistically with an existing situa-
tion. ilthowh the leading officisls concerned with foreign policy
understand that the future of Formosa is inextricably involved in s
solution of the Chinese provlem moet Norweglans seem vnaware of this
complication, lorweglans gererally believe Cammmist China to be
"entizled" to the offshore Blands and consider armed resistauce to
Corennist China at this point as a danger to the pesce.

lorvegian reaction to U.8. support for defensc of ihe offshore
islaads by the Republic of Chinn enters into the gemorsl complex of
Emp'-lient icsues. Despite the Chirese invasion of Tibet Norwsegiens are
inciined to Believe that Commmnist China cannot be expected o behave
renponsidly unless accepted as a member of the community of :mtions.

CONFIDEITIAL
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forway regularly votes against the UJ.S8. on the issue of seating
Commniet China. HNorwegian views on this subject are Tirmly established
and efforts to obiain Horwegian support for those aspects of our policy
which they bave not heretofore agreed to are inclined to be resented and
are likely, at the very least, to cost goodwill. licrway and the U.8.
have fully exchanged views on this issue and unless & pew et of factors
enters the piciare, little or nothing is to be gained by any further '

exchannes.
Recomnended Pogitlon:

In the absence of unusual circumstances creating a spaciel
casg” the U.S. should refrein fram sesking Horwcgian support oo
those aspects of the ilssuz on which Horwny has already clearly
indicated its disagreement and maintained its position over a
very lang par:lod of time.

5. Spain

The lorwgsian Governent 1o opposed to Spanish menbership in
TATO. "'he loadership of the Labor Party, evem if it were inclimed to,
could not get support within the Party for Spanich membership. Further-
more, lorwegian forelgn policy is generally conducied on tho basis of wide-
spread agreement of the nonw-socialist parties and there is no party in
Norvay which would support Opanish meubership. The objecticus are so
vocally stated end influentially backed that o long as FRAIXO remains
In power the Norwepian view ray be taken to be umlterablso.

Irplicit in Horwey's porition of opposition is a8 judgment ae to
Spain's nilitary security valuc to HATO. lorweglans are not reluctant to
point out that they bave never heaxd a respoasidle IATO view expreseing
the nilitary need or even military desivabllity of Spanish asaocistion.
In fact thoy are under the impression that General [IORSTAD, in his public
statemente at lesst, has beon notably silent om this issue. Norweglians
for their own part sare sceptical concerning the valug of a Spanish militaxy
contribution to IHATO. They believe that Spain's milltary signifizance as &
possible agsst to NATO is Hmited to the strateglc considerations arisirg
out of ito geographic location, and that this asest is adequately made
available to NATO through U.l. bilateral arrengemants with Spain.

Unconvinced of any presping militsry requirement. for Spenieh
aszociation, Norwvegians remain imperyious to claims that the exclusion
- of Spalin is due only to the arechronistic whim of a minority of the mere
3.5 million ichabitants of o pingle recher of TATO which should nmot cbstruct
the desiren of the mmjority. lorway in this connection is not uwmindful
that the enthusiacm for Spanish membership is by no meens overvhelming in
#ritain, France, Belgium, llolland and Italy; and of course Demmark 1s
clearly opposad. .
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lorway is fully prepered to bear the brunt of the responsibility
for keeping Spain out of IATO: indeed Yorvay probably takes pride in
baving such a decisive volce anong Greast Powers. Confident that if the
issue were joined she would not stand alone, Horway will not be budged
unless convinced that her mational security itself is at atake. More-
over, liorway is aware of its own contribution to the strategic position
of IATO and knows that the allies will be most rveluctant to purchage
Spanish meribershiy at the price of Lioxrway'o.

Racommended Position:

The U.S. should keep Norway's views in mind in any
cansideration of Spain in HATO and recognize that those
views are far from superficially held. Any effort to get
Spain into NATO should cormence with a strong and convincing
argument setting forth the military desirability.

G. Svalbard ( Spitzberpen)

The political significance of lNarwvay®s Polar Archipelago arising
from its strategic poeition is demonstrated by:

(a) The maintenance on Svalbard by the USSR of
unecononic coel milning enterprises, the only non-official
Rusoians living outside of the Orbit, comprising almoat 3/%

the entire 3,%00 population of the area.

(t) The consistent USSR effort since the war to get
Horway to abandon to Russia all or part of ite responsibility
for the territory and to cartail any Gevelopmental activity.

The most recent Soviet effort (September 1960) relates to
possible Lorweglen effort to establish civilian airficlds,

Recoamardsd Poettion:

The U.S. should quictly encourage Norwvamy to msintain
its own establishmont on SGvalbard and its hyérographic and
scientific exploration; to keep a comstant surveillance on
lussian activity, and to resist pregsure from the U3SR
fnterded to force upon Lorway a policy of exeludings all
modern develorment in Svalbaxd,
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(Note:s The two most important component elarents in ilorway's
defense policy = hor bace policy and her attitude toward atowmie weapons
~- are discucsed under the Foliticsl hending. This scction, while
reforrinz to the militury consequences of the atomic weapone ettituce,
addresses itself rore speeificzlly to Horwsy's present defense posturs,
her rilitary relationships to NiTC and the U, S., and mejor problems in
the defense field.)

[ l3d 2
ila ; L M

ilorwegian defense i keyed solidly to two things: .70 end U. o,
militsry assistance. In defense ratters, lorwsy put herself wholly
intd the hands of the i.TC lliance in 1247, This decislon contimies ns
in the past to have virtually unanimous cupport in the itorting and the
country ct large, for the reason that every thinking lorwegien reallzes
that liorwey ulone is completely unuble to defend herself adequately.

torway makes 2 siznificont contribution to the llience: virtuully
01l ilorwegian crmed forces are esrmerked for NATG; Norwegiens cooperate
vholeheartedly in meny aspects of .llisnce militery planning, purticulsrly
those readily identifisble es purely defenseive in naturs (early wurning,
integrated uir defence, ote.); und the K.TC Headquerters for illled forcee
Jorthern Uurope is loceted in Norway. ilorway contributes also to JATU
rilitery solidarity in the leass messursble but no less irportant reaspect
of stonding firr in the face of Joviet mlilitery threats,

vilitory Sselstonce. lorwegisn~'morlean cooperation under the gonoral
NSTU segls has slso boon vory close, with the U, 5. serving «s the source
of virtually cll the zyms ond materiel with which the llorwegian military
effort hes been mounted. Cver the whole span of the U, o, military acsis-
tance progrum, the U. 5, has supplied in grant aid sbout 600,000,000
vorth of military hardware. The nmost irportant items foreseen over the
next few years in the area of military zzsistance sre (1) a nuval construction
program to cost about 117 willion, with the U. 5, end linrwsy each paying
kalf, (2) F=-104 grant sid replacements for two squadrons of cutdated fighters,
end (3) \lbotross grant sid replacecents for outdeted ASW cireraft. It is
posesible that Horwey might do more for herself in soue respects, but when
it comes to mejor items of nilitary euuiment — warships, planes, tunks,
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heavy cné modern weupons — 1t is obvious that o small country with
limited resources crmnnot equip itsolf cdequately. tutside cssistunce
in consicersble ressure will continue to be needed if ilorwogian srwed

. forces are to be equipoed in such manner ag to uzke & receoncble defense.
posture possible,

While Norwsy has not been able to sssist the U. 5, in such material
ways, the spirit of general cooperetion vith the U. &Y. in pilitery netbers
has been generally excellent, ané iierway has slso cooperated readily in
sevorsl special projects undertuken by the U, S. in Norway.

Uilitery strotegy. The Russiens hove powerful forces in the HLoloe
vursansk ures, armed with the full penoply of modern wewpons. torway haz
total mobilizeble forces of about 217,000, with standing forces totalling
about 36,00u and the balance belng Home Suard and Loecal Defense Forces,
There ere 3 1/3 Ay divisiong, u 5U-chip Hevy, a 1U-squadron ‘lr Force,
The -y has one Honest John bzuttellon und the “ir Force one wike buttallon.
There are ulso fuirly extensive early-warning fseilitles, composing &
rajor portion of the whole Li-TC system,

In the event of soviet ctizck, which would presumsbly be first rade
on North liorway, the mejor Norwegisn contribution to the 11isnce would
probebly be in ecrly worning., The lorwegian ermed forces themselves do not
prasently have the capsbility of striking Hussien buses effectively, nor
of engaging inveding forces with any resl hope of succecs. In actuality,
uné in terns solely of Jorwegizn resistance, iussisn forces could celze
“orth lorwey at negzligible cost to themselves,

The rilitary imbnlance between Norway cnd Pussia, with the consequent
nesrly total ‘lorwegian dependence on outside NATU and U, S, assistonce,
nccounts for & thresd of hopelessness which is woven into Jorweglan thinking
end which appenrs occusionally, stimuleting Norway's elways latent neutrslity
thinking, Since ilorwegisns connot hope to Leat the fusciuns enyway, SO
they sometinea suy, why wusto time and money improving the military® This
rttitude esn be effectively countereé by emphesizing the fact that it is
posaible for ilorwoy herself, with proper decisions, planning, and use of
svoilable resources, to raise the purely militery price for taking llorth
liorwsy to such ¢ level that the Russiens may be unwilling or possibly even
uncble to pay it. Gteeping this concept firmly before the Herwegliens is of
considerable military importunce to the illlence.
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Uioderp Vespons. ‘.uite epart from the politicel question of the

accepﬁenee of ator:lc weapons on Jorweglun soil, there is an important
issue in Horvay relating to the ranner in which & wer involving Rorway
might be fought, and thus whet sort of weaponc are appropriuts,

Sore Jorvegians mcy think wishfully end wistfully that in event of
en all-out wer ilusslan end U, U, rockets might pess overheud, leaving
Lorway underaged benenth, iost who think sbout it probubly roslize Horwey
‘would inevitsbly becowe involved., They do not visuslize llorway in un
sctive role of currying the sttack to the U.besei., but assure the U, 35,
will do this, with etoric wespons. They ulso assume thet the U. 5, or
other 3.TU forcesz, presunably eymed with stomic weapons, will cowe to the
eld of Jorvegien forces under sttack, whether this stteek be of @ limited
noture or pert of & genersl wer, ’

There ie = growing, if grudging, reolizction in Horusy that atorie
veapons, 86 evil es they riay be thought to be in primciple, would have
to be used if the other side used them. There is no indication thet 1if
wer came iorwasy would refuse to permit herself to be defended by allies
using them, anc it is not unreasonsble to suppose that if war came, liorway
would want atomie wespons for her own forces, although it iz quite un-
remlistie to think that the neceseary training, installuation, ete., could
be effected at such a tiwe, for cny other than weapons of relatively rinor
tactical importance,

Apart from the factors mentioned under the Political heading, and
the Norwegian reslization thet they have powerful allies who do have ctaric
weapons, one fector underlying their sttitude on ataric wespons is the
emphasis on defense as compered to offense, Thic ettitude, which doubt-
less sters in large part frow Horway's preifist ond neutrolist past, nay be
-described ac a belief thet there are same sorts of weecpons besically
"defensive” in nature, and others basically "offensive® in nature, and
thot the way to demonstrate one's peuceful intentions umistekebly iec to
abjure the one end adopt only the other., If there were such o thing as a
waapon which would shoot only one way == from defenders toward EZETeSSOrs =—
it is certein that llorway would scopt it. The coneept thet offense and
defense, in other words, are funetionz or resultsnts of intentions, not of
the particular sorts of weapons held or not held, seems not to register very
clearly vith Norwegisne,

This basle attitude is orobably the reason, for instance, that
Jorwey cooper:ztes so readily in N.TC militery plenning 2nd rezcures which
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sre readily identifiable ss "defensive," even by hoatile crities, It ic
clso one reuson why she bulke st weapons which have ¢ connotution, at
lecst, of being laié down on the opponent in hic howe territory, incteud
of beiny 1214 down on hin only vhen he sceeks you out in your own tesrritory.

In zny event, the result of lorweglzn rttitudes on atomle weupons ig
thet vhatever allles might do, llorwoginn unite themselves would huve to
depond solely on conventlonal weupons for any fighting they might undertnke
ot present. Thers would seem to ba no ressontble doubt thut the military
effectivene s of liorvezian forces could be inerezced rany-fnld by the
scoption of atomie vespons, lLio other stop within the renge of possibility
could hsve = carparcble effoet in enhunecing .ormy 3 fefence potentisl,
This purely nilitsey evsaluastion ic by no xaesna‘ coarn pletely auecepted in
woruwcy, however, and even vhere it 1s secepted it is rore thon countor-
balaneced by politiesl objections,

.$° Current Defence Iasuas
1.  Defence Zudget

The iorweglien defonce budget is drown up in rcecordonce wilth on
unuritten compset orrived st in 1757 betueon the Sovermrent snd the
tortinb, by vhich the dofense budget woe to remeln constent ot o 1357
ecl level, with eost of llving increuses addel ns nocessory. Shet audget
‘ i" now savevhat cbove one billion kroner (150 millinn), ic 16 per cent of
the total fiscal budget ond 3.5 per cent of &ir, It 1s suifficlient to
raintain the forces, but does not permmit rdequate troining, purchess of
neeced new equimrent, ete,

“groarent in principle hes recently been given to expund the
dafense budget 1n recl terms sufficlently to toke care of the new Joint
shipbuilding Prograx, but cny further exponslon when the present corpaet
expires vith the election of a nev Ltorting in 1961 will be difficult to
aehieve. .n inereuse would require sither higher toxes (alrsudy arong the
highest in the world), or diverting funde {row =ocial servicss, camwunice-
tions, investment, etc.--progrems which zre st the heort of the Labor Farty =
politiecl strength,

The U, 5. should continue to urge, bilaterally ond through
NATG, partieularly the annusl review proecedure, that lorway adopt
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xore neorly edequute defence budgets. The U. J. shoufd also

work selectlvely through such devices ag sost-shering construction
or spare pcrtu programs to induce llorwey to undertske specifie
new defense connitrents, purticulurly in the area of better
personnel operutions uné treining, !'ilitary assisztence in
general, however, shoulé be used rost speringly if et 0ll uc e
lever,

2.  Lepath of vervice

“xeupt for those phyrieslly unfit, «ll Zomsuzison poles serve in
the zmed forees — 16 months for the ‘mmy, 18 for the "ir Iorce and :avy,
There 15 constent pressure on the Governzent to reduce these terns, pressure
vhich rises ac the internationel climate inprovec or avpears to do 8o, nnd
recedes in more troubled times., oo far the Governrent hus held firm sguinst
& reCuction, lione seems imminent, but it remains o definite possibility,

The present lengths of cervice ere rinimel in temms of time
needed to turn recruits into servicemen able to use properly the equipvent
uvailuble to thems .5 new ond more compliested equipment comes into use,
1t is obvious thut more or improved treining for recruits, or more coreer
personnel, will be necesscry if full efficiency iz to be rsinteined. The
letter alternctive of developing o "esrver" service in the enlisted ranke
is pow being put forwerd by the linlistry of Defenso.

3 sended Pogsition:

~& rilitory service i escentially sn internsl issue, thers
is little the U, 4. can do, ‘e should concentrate our effort
on the importance cnd necessity of adeguately-trained perscnnel,
tnd this caen be ewphosized in connection with militory ussistance,
Y'e cen indirectly encourage the mointenznee of ct lesst the present
levels of cervice and the develomment of a professionul enlizted
service,

~orway iz unsble to purchsse the larger items of military
equirment nececsrry for a reusonsble defense pocture. ohe has trouble
onough paying for operating costs after such items are given %o her
outright; in faet, high operating costs have played a significant role
in Horwey's slowness to accept same rilitery assistance itemc offered by
the U, =,
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The mejor outlines of projected U. s aseistance over the next
feu yenrs have alreudy been sketched ln the five-year plam recently
submitted, and decisions with respeet to the ilavy construction prograx and
Albatross und F=104 replucexents heve already been rade known to the
Norwegicns. The llavy 1s recsonchly well tcken care of, but the ¥-104
progrex is only ¢ stort at rodernizing the i4r Forece, end the Amry will
aleo have cerious needsz which ccnnot be met by prosently-plenned levels
of U, J. ansietance, ‘ - -

Recqpende¢ Poajtlon:

The U, <. should continue to furnich grent aid equipment
to the fullest extent permitted by legislation and availeble
funds, There will ctill be substantisl shortfalls, which wight
be met to some extent through N:iTC earmon production. The U. .
ghould oncourage other N.TC pembers to help meet the lorveglen
necd,

4, spare Parts

Closely connected with the problem of general maintenance coats
1a the problam of spore parts. The U. 5, 1s still furnishing spare parts
to Sorway under grant aid, tut this le an exception to the general rule,
and it will be necescary in the ressonably nesr future to meke care change.

Given the dangerously thin llurweglen military effort, simply
cutting off spure ports support would not be z desirsble solution to the
problem. The llorwegilane would be forced either to cannibslize equipment,
let it deteriorate gradually otherwise, or reduce other important defense
expenditures to teke cezre of spares, It is not realistic to think thet
they will be willingz to add full spare paris costs to the prasent defence
tudget. They cre awsre, however, that the U. . policy with reopect to
furnishing spere ports has changed, und that we will be makingz proposals
to thon.

Secarpended Pocitions

The U, <. rhould terminste spere part support generally,
i line with our policy slsewhere, but in recognition of ilorway's
special position, we should@ propose to the liorweglens on
offsetting increass in other grent oid, provided they agree to
increace their defense budget by e substantial amouat to be devoted
to troining. This recomtendation, in grecter detail, her zlresdy
been pade to the Depsriments of Defense und State,
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The cconory of lorway is nrecariously susceptible to external in~
flusnces, In a sensc, two economies exist side by side: the home con-
susption econony of varying and often juestionable efficiency and the
foreign trade economy whieh is highly efficient and entirely corpetitive
in the world's narkets.

The structurs of both is charusterized by a nixture of state and
private oumershi;, the lutter proponderant. sut while governtent control
and regulation are the distinguishing features of the donestic 6CON0NY ==
in resject of both home consumjtion industry and the donestie aspeetsof
the foreign trade ladustry — government intervention largely ends at
the waterline. In prineiyle, and to a surprising extent in practice,
the socinl demooratic government of iiorway, supported by a proponderance
of publie opinion and organized rolitical foreos, stands for 19th contury
econoude liberalism in its internutional aspects including freedom of
trale, freodom of enterprise, freedon of competition and full converti-
bility of currencies.

3¢ The Domestic Licon

Government industry and labor ure raling great efforts to improve
the utilization of lorwuy's scant resources. ‘anpower in the po.ulation
centers is fully en,loyed, a condition that linits the scope for future
rapid economic pgrowth. Ifforts therefore are being concentrated on in-
ereasing the skill of the labor foree, noving labor fron surnlus to
defieit areas, propagating improved management tecianizues, and providing
lgbor rore effeetive ;lant and equisment with uhdeh to worke

In outlying arcas, howsver, concealed as well as scasonal yyenploy-
ment is prevalent. usgriculture is largely inefficient and is protected
for political as well as traditional, suveial and, ostensibly, Jdefense
reasons. Inshore fishing employs largely antiquated nethods and provides
a poor livelihood to several thousand in th: north. Forestry has risen
fron the nadir to vhich it had sunk in the interwar period and with
systematic reforestation and restrained cutting promises to imorove
further vith tine, Thousands of loruegians nevertheless eke out a live-
lihood from forestry or a combination of marginal forestry wnd marginal
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agriculture., The Trade Union Federation in particular is conecrned
about the extent of concealed unenploymeat und 1s seeking ways to divert
the wasted manjower resources into more productive occupation.

liydroelegtric power is Noruay's one cheap, abundant, natural resource,
Unly about 25i of the ;otentisl hac been tapped and pover necessarily
rmst be the foeal point of future develojment. The electrometallurgical
and electrochenical industries are tho foundation stones of the export
econony ut presert and are likely to become even more important in the
future, '

although employment and production oceupy the center of the econonic
stage in loruay, the allocation of the ;roduct of the econony is e patter
of presently euted but srobably more strident future concern. iiitherto,
the rost preeious possession of the vast rmajority of Lorweglens has been
enplo loieure tine in which to onjoy thoir sutisfactory but nodest standard
of living. This enaracteristic has predisgosed thew to the wolfare pro-
grans of the Labor government. This in many respects has been of great
benefit to the eccononmy. 1In effect, the horweglan socicty has consisted
of & nuss of people contented with graduil, unostentatious improvement of
tlelr lot, witu just sufficient leavening of cupeble, restlessly anbitious
individuals to provide a leadership elite., In other clrcumstances thoe
heavy investuent demands of lorvay's cejitul-intensive economy night have
proven intolorable. Since the end of ‘loryg ler II liorueglans have econ—
suned a stmller proportion of their final produet than the peoyle of any
cther advanced Free lorld country, and as a consequence their investment
Lias been correspondingly higher, averaging some 30 pereent of Ghi¥ annually,
rowever, their rate of economic growth has not been phenomenal because
the capltale-output ratio, 10:1; has also been very high as a result of
such factors as extensive soclal overhead prograns, the capital-intensive
rature of production and one-shift operation of plants.

The necessity for a high rate of investment has been and continues
to be generally aceepted. But the proportion between private and public
investment is extremely controversial. Few oppose heavy governmental
expenditures for the very costly economic infrastructure, i.e., hydro-
electrie development, roads, schools, and even welfare expenditures, but
cleavage Ls sharp ~= at leust in the ideologlical and politicul sense ~——
over the desirability of state and mixed ounership of indusirial enter-
iTis68e :

Even if this division of opinion were resolved, however, a new and
perhaps wore profound dilemma appeurs to be in the offing. iorway, like
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wany other Jest Eurcpean countries, 1s entering the high mess consumption
stage of development. i revolution in the distribution system is in the
making, wWith the virtual ending of import restrictions on munufactures,
rerchunts are tenpting consuners with offerings of the world's rost
desirable goods and arc beginning to provide consumer erodit. They thus
are in the process of elinminating the forrer nocessity of saving to pur-
chuse desired goods at & later tine, This vista novw ouening up for the
conguzer of enjoylng now and paying later for a great variety of the pro-
duets of industry will apjeal espeeially to the hitherto controlled pro-
ponsity of lorweglans to enjoy tho good things of life. It orobably will
load t0 4 denund for the alloestion of a greater proportion of final pro-
daet to eonsunption. It may produce a tendeney to eonspicucus consunption,
- Jore importantly, it nay lead to rebellion against the incone-leveling
g1llosophy that has been a guilding tenet of Labor government for 25 years
and to 1ts replacement by the much maligned competitiveness that has char-
acterized american society. This, in time, could nroduce a sceial revolu—
tien that would pouse difficult problems for the economy, as well as for
other uspects of lorwegian culture,

In other remotely connected reepects, social programs already are
causing problems. The finaneisl burden of promiuns for the extensive
edelal insuranco prograns are proving very heavy for the lover incone
groups and are glving rise to ecompluints. DBusinessoen and industrialists
complain that heavy taxation prevents enterprises from generating the
caoital thoy need for cxpansion and modernization, and forces then to
resort so extensively to borrowing that their loan obligatiocns are
greatly out of bulunce compared to their share capital. and unless the
government soon reaches a plateau of public investnent ~- uliich is une
likely - taxes may well have to be ralsed instead of lowered.

The nost eritical problem facing the economy in the immedicte future,
however, is the nature of the arrangements that will eventuatc noxt
soring fron the negotiution for a contract between the employers and
the Trade Unlon Fedoratlon, and betwcon the govermment and the farners
for an agrieultural agreement. The prospects are generally considored
good for restraint in the demands of both labor and agriculture, and
conseguently for inereases in wages and fringe benefits and in agricul-
tural priees that will approxirate recent inereases in productivity,
The possibility is remote, however, thut such grest increases will he
wrung fron the employers and the governnent, respectively, as to cause
great detrinent of Norway's ability to eompete on world markets.

The longer range problems are more difficult, First, hov long will
fiorway 's hydroelectric power potential be capable of development into a
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usable, cheay resource thut gives Noruay not only a comparative but also
an absolutc advantage in the production of a wide range of nunufactures?
Informed lLorweplans roalize that the advantuge will not last for nauny
years = henee the great urgency in yushing ghead in the dovelopnmentul
effort., ut the sune tize, iormwmy is preparing a second string for its
bou, that is, it 1s investing time and talont in muclear resecarch so a3
to be prepared to switeh to nuelear power vhen necessary == but that tiue
of course is not yet.

deoond, and most portentious in all respects, is the questionable
ability of lloruay to gonerate by rescarch, or otherulse to acquire, the
production and distributicn technology the econony will require in geo-
netrically progressive appunts in the future. lorusy's probleo is a
problen of smallness; like all emall countries liorumy can afford to allo-
cate only limited rosourcos to rescarch. The economy is moving into a
bhigh technology state of development that will reguire rapid technological
advanees on a broad front. I[iitherto in the postwar period, dorway has
imported large anounts of technology from sbroad. In the present era of
predictably heightened competition in international trade, forelgn tech-
nology uwill probably beeome inereasingly difficult to obtain, Loruay's
own reseurch effort —- although imaginative and ably directed - must be
congidered inadeguate to the rejuircnments of that situation. Unless
wormmy 1s able to make arrangeusnts for a division of labor with other
countries in research, the econony conscjuently is likely to becons un—
viable, Thoughtful Lorweglans are avars of this ovontuulity and are
spourred by it toward support of cconoale -~ and even eventual political --
integration with their west Luropean nelghbors.

c° :I:hg T.ESEIQQ I g‘isgggg. i:

The great extent of lioruay's susceptibility to external economic
influences 1le indicated by the ratio betwesn the value of exports of
goods and services and the gross national product. The ratio for lNoruay
15 41:100 comsurod to the Ue. Ke ratio of 21:100 and the U, 5. ratio of
4:100,

Irade. Since the days of the Viking Sea Hings lioruay has looked
outward on the vorld and depended on it for a large part of its livelli-
hood. The oldest of all lorweglan industries, {ishing, at an early stage
of development required a lurgk part of its product to be exported. The
industry on which the menufacturing seetor of the egonory was founded,
forest products, was vrimarily an export industry. irobably the most
dynamie sector today and in the forseeable future, electroumstallurgical
and electrochomical production, to be efficient must necessarily produce
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goods far in execss of the ncods of liorway's small domestic market, and
consejuently mast export the surplus,

: lorwegians then are accustomed to living by foreign trade and realize
that they are inevitubly exposed to the vielssitudes of changing prices
and demand on world nurkets, They recognize that thoir export products
must be conpetitive at all times and that their ex ort industries be
nmodern, offleient and expansive. They also sccept the fact that the in-
dustrial labor force mmust be mobile and prepured to asceept a relationship
betwoen its remuneration and the jrosperity of particular industries to a
larger degree than the labor force in a less open econony. They are pre-
Paved to take their chanees in world oarkets. [jost inforned Lorueglans
conssjuently are strong advecates, at least in prineiple, of free trade,
free conpetition and free enterprise on tho international scene, while

at the same tiue they support or acquiese in control and regulatlon in
the donestic econony.

In praetlice, there are eome notable dipressions from the free trade
prineiple. The home eonsumption indusirios have been srotected by a
modorately high toriff wall since tho 1920's. Some of these have beeome
internationally competitive but most -— notably the shoo industry ==
have not greatly inproved thoir efficiency and some probably have tended
to becone less competitive, Froo Jorid ar II until recently, at loast
two nojor forees tended to offset imorovenents in officlency: sholter
fron: forelgn competition deriving from quantitative restrictions on trade;
and governmental encouragerent of new industrial ventures in rinor centors
of population for the purpose of provlding greater employment opportunities.
The result has been a proliferation of small units of production with low
productivity and high costs of yroduetion., The Sovernment in the last
two yoars has moved to expose nost of these industrics to foreign compe-
tition, however, by wholesale liberalization of trade and partieipation
in the Furopean Free Trade assoclation. Dislocations are almost certain
to result in some industrial enterprises. They are likely to have to
make major readjustments or to resort to mergers or arrangerents for
rationalizing production if they are to survive, The eompetlitive pogi-
tion of the home consumption industries therefore will no doubt show irme
provezent over the next few years.

liotoriously, the most protected industry is agriculture, Noruay
is not by any means unique umong the ilest Europsan countries in protecting

agriculture; but it is doubtful that any other supports a higher degree
of inefficiency in farming, or sustains a larger proportion of marginml

CONFIDUNTYAL

Approved For Release 2005/04/22 : CIA-RDP83-00036R000700060071-0



Approved For Reigsfse 2005/04/22.: 8&;%9&0&036%@00060071;%@ 32
T fnel, fioo 1
Desp. 302
¥ron 0010

farping unite, The stated reason for this :olicy is the need for a
capability to produce an essential minimun supply of food agalnst the
contingency of a future wvar. lLorveglans have vivid momorics of tho severe
food shortages they suffered during the Gernan occupation in orld war II
and few would therefore agree to en abrupt shift away from nroteetionisnm.
The Govornment, however, realizes that sclf=-gufficlency in food -— even

at the minimm subsistence level =~ is of doubtful fousibility, and 1s
poving quietly and gradually to olirinuto inefficient farming whdle still
pursulng a protective policy dictated largely by a political noed to re~
tain 4 largoe furm vote,

Zoreicn Investnont. Foreign eapital has played a prominent role in
horwoglan dovelopment. Theo extensive rebullding and expunsion of the
serchant marine has been acconylished in large part by forolzn loans,
many from kew York banks. The foreign exchange elenent of the large oxe-
vendituros for the developuient of waterpouwer has been financed almost
axelusively by foreign loans -= much of which in the postuar peried was
furnished by the I3!D. lioreover, the Governnent has deliberately restrict-
ed the gencration donestically of private investment capltal not only to
provide investoont funds for Government purposes, but alse as a means of
foreing enterprises to reduco the inflationary effect of their investments
by import eapital from abroad.

[Attle foreign direct investmont has been made in Norway, howevers
The recency of foreign olitical demination, the Goctrinaire soeial
demoeratie prejudice against foreign cupltal and the philosophy of tight
govornuent rogulation of the ceonory inhibited the develoument of an ate
noapheore conducive to forelyn direct investaent. But offielaldom and
publie aliko came graduslly to recognize that the immense Snvestiment
poeds of the 1900's meguised not only the expansion of the existing
sources of capital but also the attraction of direct private investment
fron abroad in nassive infusions. In 1959 the Sovernment therefore
announced a new policy of encouraging and actively seeking out foreign
investment, Trygve Lle, former Forelgn illnister and former Secretary
(ieneral of the U, lleyis Special imbassador for the purpose. His efforts
have borne some fruit and nmay be very productive if, as a result of
-abinet discussions now in progress, the Government decides to permit
foreign enterprises to partleipate in the fourfold expansion of the
clectrometallurgical industry planned for the next 10 yeare.

The basle problem in attracting foreign investors to lorway is
that Jorwey offers relatively few advantages. Because of the scarcity

CONFIDENTT

Approved For Release 2005/04/22 : CIA-RDP83-00036R000700060071-0



Approved For Rajgase 2005/04/22 : CIA-RDP83-00036RO#700060071-0
GUUFIDEITT Al Page 33
bnel, Moo 1
Despe 362
From 08LO

of othor resourcos, only uater;ower-intonsive industries have marked
natural advantazes. Too, Norway has shown very little inclination to
offer tus degres of tuxation, site procurement and similar advantuges
that has proven to be so effective in places such s the letherlands

and iuerto .ileo, and generally in uWestern Furops. In fact, when the
publie has got the scent of slightly prcforential treatzent of foreign
invostors it has ralsed o loud outery. The climate of jpublic opinion,
thereforo, clearly will have to change before the Governnent can offer
spacial inducements to foroign investors. The adjustmente — such as
rergers, shifts to new lines of yroduction and roationalization of [ro-
duction == that probably will be nade necossary by increased conpetition
in GPpa may leud to the emergence from time to time of attractive oppor-
tunities for forecign investors, but aside from these accidental opportun-
ities only the electrometallurgical and electrochemieal industries apnear
to be arsas of eontinuing attraction,

D. Current Lcopomlc Iscues
1. ZIrade

The U. 8. und Noruay agrec on the basic objective of steadily
cxpunding world trude through the gradval reduction of barriers to trade,
dorway, however, dosires the establishnent of an stlantie Custons Union
inelwling .estern Lurope, the U, 5. and Canada. Lorway would move toward
tile objective by u gradusl climlnation of all burriors to trode. ub
the sane time, lorway would generulize the tariff reductlons to the under-
developed countries without reciprocal action on their part.

The U, $. cannot share Noruey's objective of an atlantie
Customs Union as long as the U, S. is guided by the prineiple of avold-
ing matorial injury by inports to any of its industries. Only a funda~
nental shift of U, 5. policy, sueh as substitution of dislocation assist-
ance to industry for the "no injury" orinciple, might make it possible
for a U. 5. move in such a direcotion, In present circumstances, only a
contimued foruard roveusent tovard rore liberal trade can be exnected to
snoliorate the differences with liorway on trade policy that arise from
time to tinme

Becoumended iogitlon:

The U, S. should eontinue to press lorway to reduce the
the remaining restrictions on imports from the Ueo . In
this effort hard core industrial items should continue to

GONFLIDE ¢

Approved For Release 2005/04/22 : CIA-RDP83-00036R000700060071-0



Approved For ReYeelse 005/04/22.: CIA-RDP83-00036R08@¥00060071-0°

GUNFIDRNTT AL, Page 34
nel, oo 1
Lesp. 302
Fron OSLD

be emphasized, but the U. 8, should ulso mount a long-
tern effort %o induce iorvay to reduco and in tice elini-
nate s large vart of the prevailing restrictions on agri-
cultural irorts. .ction should aleo be taken publiely
to bring to .orweglun uttention the long distance thut the
Us 3. hus poved in the lust 25 years from its trulitional
protectlonist policles.

2e Shior

The stundard .attern of Norway's external econonmy hus involved
en almost continuous excess of injorts over exports with deficit being
covered by earnings fron shiyping. Yhose earnings in fuct constitute
sbout one-third of all eurnings fron externsl transactions and the ratio
betuween gross earnings fron shipping and Giv is 163100,

siorweglans 1llustrate their dependence on shinping by a« state-
rent that with their nerchanmtmarine they have a Jest ruroseun stundurd
of 1living, vhereus without it they would have an hast Furopean standurd
of li'V!.nge

dorway has the world's fourth largest morchunt marine, and in
terms of nodern, effleient shijys also runks very high. liorwegian bottons
for soie yeurs huve curricd a gradually ineveasing crojortion of the
wvorld's scuborne conmerce, arounting to 1J.5-11.0 pereent in B&) sccord-
ing to the bost estlnates obtainable in liorvay. The merchant fleet is
fully exasosed to world competition and has been uble to nuintsin its
position because of liorveglun exjerience and exyertness in nautical
rttors, the seagoing tradition of the iwrueglan poople, the competence
of the country's shi, brokers, and the extensive inuependence of action
the shijowners have been ullowed to have., The lubor costs of the in-
dustry huve inereased only rioderately in the postwar period; for exanple,
tue golng rate of puy for ship esstuine is approxinately the sume us that
of an anerican able seanun, Shipowners as & whole, however, have been
extronely successful in avolding governrent reasures designed to reduce
ineone inojualities, witih the result that the ga. between their standard
of 1living and that of the average iorweglan has begn, and continues to
be, steudily growing larger. The shipouners, fur from being u solitically
ostrasized group or a politieal wbipping boy, are in fact resjected as un
elite by ull levels of society. Despite the repugnance with which some
doctrinuire leaders of the Labor party view them, shipownere are treated
even by the government with the consideration and cooperation that the
vitul importuance of their industry earns for them,
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For tnese reasons, the government, press and public solidly
unite in opposing aspects of U, 5. shijsuing poliey such as our 50-50
ehippling eluuse in uld agreepents anl our upholding of flags of conven=-
ience. Construction and operating subsidies come under lees intense fire,
probubly best deseribed as "sniping." The main Lorweglan concern at pre-
sont 18 to prevent other countries fronm instituting wholesale diseripi-
nation in favor of their ships, Justifying their sotion by eiting U. S.
50-50 clause us u procedent. The ilorueglane huve bson disappointed that
the U. 4, has deslined the invitation of the muritine nations to join in
Giplouatic .rotests to some of the countries pructicing extensive flag
disericination,

liovwuy seeks internationul division of labor in shiu;ing by the
eliminution of all the restrictions and supports —- excopt conferences «-—
other countries use to maintain or inerease the size of their merehant
fleets.

Une possibility of complotely eliminating the disagrecront with
lormmy on tiis issus nay lle in a sugpestion made some months sgo in the
grass for a long term government-su.norted progran of rescarch and eon—
struction louding to renlacement of our present merchant fleet by one so
effielent and highly sutomated that it could comsete with any and all of
the world's marine enterprises.

dorweglan oriticlem of U. 3. shipping poliecies varies in in-
tensity rojortionds to the wealmoess of world frelght markets. To the
oxtent to vhioh we ure able to promote oxjanding world trade we also shall
reduce the soutencas of the problems arising from this issue,

Within the range of present U. 5. shipping poliecies, we
should seek constantly, but in low key, persuasively to ex-
plain our policies and to mitigate the opposition cuteries
from Forweglan shippirg interests,

Serious consideration should be given to undertuking a
greater neasure of cooperation with efforts of Norwsy and
the other maritine nations to reduce diseririnatory practices
in shipping. This might tuke the form of parallel diplomutie
action or the wloption of a posture in internationsl bodies
aguinst flag diserimination,
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3. Clvil sviatlop

siorway desires that eivil aviustion entorurise be conducted
uider the sume conditions as shipoing, Here, liovever, the sroblen beoores
cor;licated and difficult. HNorway, Sweden and Denmark shortly after iiorld
war I1 jolned in establishiny a nixed rivately and subliely ouned aviation
enteryrise, Ueandinavian airlines Syster, and conferred on it z virtual
rononoly as the chosen instrunoant of the three ecountries in intornational
scheduled alr transport. 548 has come to be a proud symbol both of Sean-
dinavian solidarity and of Yeandinavian ubility to compete in u modern
"industry.” In due course the countries entered an air agzrecment with the
Uo 5. vhich umong othor things srovided that the so~called "bermuda prin-
ciples” would repulate and "linit" traffic between the U. 8. and Seandinaviu.
iYhe deandinavians interpret these principles more brosdly than the U. S.
The Derinxla cupaclty elausos provide that the prejonderance of traffio
carried by U, 5. curriers and 5i5 over tho iorth atluntic shall originate
in tho U. 8. for Scandinavia or vice versa, The Scandinavians consider
that the elauses do not 1imit earriuge of traffic originating behind
Scandinuvia for the U. 3. nor traffic originating in the U. S. for desti-
natlons beyond Seandinavia., The U. u. considers that the clauses do
linit such traffic. In support of their views the Scandinevians assert
that: (1) the agreed route deseriptions annoxed to the civil air bilateral
do not cover these types of traffic, and (2) thio original intent of the
capaclty elauses wus not to limit this "beyond" traffie but rather to limit
the traffic . icked up at intermediute points,

at the U. 5. roguest, capacity consultations were held with the
Jeandinavians in September 1960. The resulte wers inconelusive; each
side staunchly maintained its view. The consultations probably served
the useful pursose of defining the aren of disugreement, but they created
bitterness in Scandinavia, Unfortunutely, publie discussion in liorway -
und elseublere in Scandinavia —— ignored the bacic issue, 1.0., that the
talks reluted to the implementation of an agreencnt regulating traffic.
The liorweglans instead vigorously advocated freedon of the sir - which
the agreement explicitly limited —- and uecused the U. 3. of departing
fron its advocacy of freedon of competition and freedom of enterprise,
and of pursulng naked commerclal advantage. The authorities, the press
and the publie were united in opposing the U, $. position and only the
sdeptness of the U, 5. delegution to the talks prevented the genoration
of ruch more bitterness und recrimination than actually eventuated. a
residus of bitterness still remains whieh will promptly awaken in any
recurrence of the discussions.
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liorwuy's stuted objective is frecdom of the air substantially
ecquivalent to existing freelon of the sea. iNorwuy would no doubt settle
for much less, but is most unlikely in present clrounstances to accept
our interyretation of the Seruwda principles and specifically our inter-
oretation of the eapaclity cluuses in the U, 8. « Scandinevian bilateral.

; 1y

The U, 5., might well temporarily postrone its efforts
to induce riorway and ite Scandinavian partnors to ugree to
our Jercuda copneepts and coneentrate on a praghnatic solution,
along sone othor line such as voluntary measures to inorease
the oroportion of osrimary justification traffic,Pin agree-
uent vheoreby -- without reference to prineiple - 545 would
reduce its rate of growth over a perlod of time, but not
froeze its capacity at 1900 levels,until primary justifica-
tion traffie constituted a largsr proportion of total traffie
carried, wilthin an agreoed range of orders of nagnitude.

The U, S, mlght also consider the possiblility of rais-
ing the question of the interpretation of the capacity
clausos in the International Clvil aviation Organization,
us loruay sugzested in lovember 1959, Throughout, hovever,
ve should scek to rdtipate as best we can the emotional
outory agulnst any discussions vhatsoever of civil aviation
gquestions.

4.

All of the foregeing tendeoneies of Norway in its international
econorde relations £ind expression in regional econonie cooperation efforts,
nanifested at three levels: iordic econonde eooperation; the Zuropean
Free Trade assoelation and 1ts relationshiips with the Duropean Common
liarket, and utlantic economie cooperation as expressed in the nogotiations
to reorganize the OZiC into QLCD,

Sorway 1s predisposed toward regional economic cooperation by
thie openness of its oconomy and the importance of foreign trade and shipe
ping to its well being. Uorway, however; chose not to join the Commini-
ties of the Six for several reasons: (15 it was skeptical that the Com-
runities would succeed, (2) it found great political difficulty in asso-
ciating itself so closely with Germany, (3) nationalisn prevented accept-
ance of the goal of solitical unification enunclated in the iome Treaties,
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(4) Norway objected in prineiple to the Common External Tariff because
it would ralse import duties appreciably, partioularly on important rav
materials, (5) liorwegian home consumption industry feared that it would
be unable to withetund the degree of foreign competition thut nembershi:
would entail, and (6) perbups most importantly, the basic concept of the
Cormunities fundanentally conflicted with the strongly held Labor party
philosoply of repulation of the domestic economy to promote socicl ob~
Jectives,

_ decently there have been convineing indications that Covernnent
and labor lurty leaders realize that the declsion aguinst joining the Come
rmndties nuy have boon a mistake, The cconomde priee liorway will have to
20y for its position outside the Common Ixternal Turiff wall of the 3ix
will no doubt be stiff in terns of lost markets, narticularly sinee fdct
G produets conprise about half of lLorway's exports to the Common larket
countries. Horweglan officlals are skeptical about the possibility of
negotiating meaningful conponsatory reductions in the common tariff or
reeiprocul reductions during the multilateral negotiations to be held
early in 1961 under G4IT auspices. Significant and growing numbors of
siorweglans are coning to doubt that & small econony such as Horway can
in the long run remain econonieally viable in an era that reguires in-
ereaslngly higher industirial and dlstributional technology to remain
conpetlitive, liany lorweglans have come to realize that a asmull country
such as tholrs cannot pursue a distinctive foreign policy. a mere hand-
ful express the view that the politicul union of ipstern Lurope will be-
come necessary in a few years. dlmost to a man, however, liorueglans
support European unity, in the sense of elose cooperation atong the ilest
turopean countries, and doplore the split that they firnly believe Lus
resulted fron the formation of two trading bloes.

NHorwegians have only recently acjulred most of the foro-
going insights and opinlons. after the failure in 195C of the UESLC Free
Trade urea negotiations they cpose to Join in the work of foruing the
kuropean Free Trade assoclation (Cuter Seven) partly becuuse they could
oot hope to cope with vastly superlor bargolning powsr of the 5ix, partly
bocuuse they needed to conpensute to the extent possible for the injend-
ing loss of thelr narkets in the 5ix, and partly bocause thoy believed
the Sevon had hopes of bullding a bridge to tlhe Six. rerhups riost inm-
rortuntly, the rulos and structure of the LFT4 fitted exactly with Nor-
way's concept of the idesl arrangement — free play of economic forcos
in international relationships combined with secope for government regu—
lation of the donestic econony.
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The hoped=-for bridge has not, of course, eventuated und ig
etill not in sigit. :ost thoughtful liorvegiuns have concludec that an
assogiution of tue 5ix and sSoven will require, at tho least, extonsive
hurmonization of tariffs; perhsj:s a custons union vith its own ocomuon
outside tariff wull; u ecomwn cotmereiul poliey; and irobably extensive
hurronization of domestic ccononic jolicies, iorouver, them are feou
inlieations that sorvay would balk ut saying such u price for reconcilia-
tion with the uix, In Tact, there 1s reason to believe that if the L, K.
vere to join the Six, liorvay would follouw.

Une of the prineiyial restraints on such a rove by iloriuy would
be its relustance to impair the ties between tho sordice countriss that
have been assiduously cultivatod sinee the ond of Jorld .ar IT, lurerous
rustrutions, however, have uttended efforts to bulld u firn econornide
underpinidng to the structure of iordie eooporution., The rost notuble
vas the srotructed effort to erect a fliordie Common Jarket, vhich was
Irustrated by the decision of lorvay, dwveden and Lenmark to marticinate
in the LT,

sooradieally, demunds are nade on the Lorvegtan and other Sordic
governionts to find and put iato pructice eoncrete srograms for lurther
econonde cooperation, Governnsnt experts dutifully exwine the ossibil-
ity of such prograns, but find 1ittle scope for then, Cooperution ulready
exists in labor markot » 80clal insurance and girdlay areas; cther prose
ectdve Joint fields of enlsavor are hedged about with inposing difficulties,
»8 witnossed by the problens in connection with the fiorveglan-Finnish
Jrojeest to budld a sulp and paser vlant in lorth Horuway near the Finnish
border,

Lstogped, at least for the tine being, fron expanding lordie
economle ecvoperution and building a bridge to the Six, liorwvay Las cone
rontrated its attention during the last fow ronths on atlantic economie
cooperation. iorway welecomed the initiative of the United States in supe-
gesting the reorganization of tho UisiC and the partielstion of the U, u,
snd Cunudy us full wembers in the successor organization. It puve lLor-
voglans a now outlet for their cnergles in internutional ecoromic uffalrs
wnd provided s weleome relief from the frustrutions of the previous two
or three years, ioreover, ioruay uag oxtreuely ;leused that the U, Se Was
rrepared to give econonic substance to the eoncet of stlantioe cormmnity.

Lifferences of views hovever soon developed, iloruay vasy and
still is, rotivated by a desire to have tight, explicit comnmiiments aund
rmles apply to the GECD us g srotection ugainst the superior leverage of
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larger states. Thua, Horway was disuppolinted at the initial U, S. de-
enphasis of trade fumctions, at Y. S. objectlons to continuation of large
narts of the code of Liberalization, and ut our problems in accepting

%he coneept of coordination of economlc policies. The vital importance
of shioping has led orweglans to shou the greatest concern, houever,
when they believed that provisions for non=dlscrimination in shipping
sieight be removed from the Code of Invisibles and, later, that the entire
code might be left in limbo untll the charter of the OLCD had bsen slgned.

Norwgy is intent on bringing about a set of organle relation-
shins betucen the Six and Seven, even though llorweglans generally reallze
that this objective will not be easily or quickly attalned., Horway cone
siders that the U, $. has beon lukewarn to the EFT4 at best and perhaps
opposed to it in private. Cpinion is widespread in Noruway that the U, S,
siould aetively work toward a reconciliation of the two groups, particu-
larly since it 1s generally held in loruway that the attitude of France
ig the prineipul obstacle and that the posture of the U, 3. reinforces
the French in thelr views,

The burgeoning development of the Common Market -~ despite such
sotbacks as fuilure to agree on the Euvenean Economic Cormmission's proe
osals for common agricultural arrangements -- appoar to have carried the
Uix so far along the path of intepration that it no longer re:uires the
sare neeessary for a young and tender plant, It also appears as likely
18 not that U, S. trade interests would be advanced, particularly in
whe long term, by an assoclation of the two groups. Furthercore, by
aking an active hand in vorking out arrangements for suech association,
whe Us Se would be in the best vosition to advance its essentlal interests.
Gertainly we would groutly strengthen in relatlions and influenee with
Jiorway by pursuing such a courso,

Forway desires a U. S. commitment to close and extensive
ceononic eocoperation betueen the U, 3. and Western Burope within a well
defined institutionul framework ordeved by a set of detulled explicit and
ireclse rules. lorway seeks =~ jreferably by tho establishoment of rules
and procedures =- to aveld backsliding in trade, invislible and capltal
“ransactlons, and coordination of econonic poliey; to minimize the extent
and duration of any tenporary lupses; and to lay the foundabion for ade
wance toward even closer cooperation in these fields. korway is sympa=-
vhetic in prineiple to U. 3. views on developnent assistance activities
ut considers that these views do not have much practical applicabllity
w0 Norway, because it will be preponderantly an importer of cspital for
sany years to cone,
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florvegians will jJudge the U, 5. by the liberality of its

approach to emergent problems and by its willingness to commit itsolf
to close and gorwing cooperation with Furope. loreover, Horway can be
axpected to react violently to proposals that 1t considers inimleal to

its vital shipping interests and may go to extreme lengths to forestall
such proposals.

feconpmended Position:

The U, S, should seriously revievu the possibllities
of a more forthcoming position toward the Seven and pro-
moting an orgunic Six-Seven link. lic speeific courses of
action toward lorway directly, however, seen: indieated,

Sinmilerly, the U, 5. should continue in Faris to
negotlate the compromises of issues on VECD on which the
two countries differ, taking lloruvegian desiderata into
account to the extent feasible. lio gpecific courses

present themselves in relation to direct action with
Koruvay.
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